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EDITORIAL DEPARTMENT NOTE 


At a meeting of the National Board of Directors of 
the N.A.C.A. in October, 1931, the many complicated 
phases of the present period of business readjustment 
were being discussed. It was pointed out that the whole- 
sale and retail prices of most commodities had been pretty 
thoroughly deflated, and that inventories of raw materials i 
and finished goods had been greatly decreased all along 
the line. It was suggested that wages had not been re- 
duced in proportion to the general drop in commodity 
values. In other words, the general opinion prevailed 
that prosperity probably would not come from “around 
the corner” until wages were liquidated in conformity 
with the general reduction in other values. Mr. Eric 
A. Camman, National Director of Research, had a de- 
cidedly different view of the situation. He admitted that 
the general wage rate has not been greatly reduced but 
he injected an idea into the discussion which provided 
food for thought when he pointed out the fact that the 
number of employees and their working hours per week 
have been drastically reduced in most industries, which 
has, of course, resulted in a greatly decreased total income 
to the wage earning group as a whole. Mr. Camman 
suggested that a survey might be made through our 
Research Department in an effort to determine roughly 
just to what extent total wages have been reduced in 
conformity with the reductions in general values. 

In this issue of our Bulletin we are presenting the 
results of this survey. Since the information here pre- 
sented was secured from our members, acknowledgment 
is hereby made of our appreciation of their hearty co- 
operation in this undertaking and we believe that they 
as well as others will find some interesting information 
in the following pages. 
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ARE INDUSTRIAL WAGES DEFLATED IN PROPOR- 
TION TO GENERAL DROP IN VALUES? 


Results of a Survey Made Under the Direction of Mr. Eric 
A, Camman, National Director of Research of 
the N. A. C. A. 


| THE belief that a study of wage liquidation would be both 

interesting and valuable, the following inquiry was sent on 
October 10, 1931, through the Department of Research of the 
N. A. C. A., to members of the Association who were considered 
to be in a position to supply the information suggested : 

“One of the statements frequently heard in these perplexing 
times is that wages must be liquidated in conformity with the gen- 
eral drop in values. The obvious implication is that wages have not 
so far been liquidated to the extent necessary. What is the situation 
in this respect? Is further liquidation imperative, or have we in 
fact already reduced wages more than is generally believed? 

“An inquiry is being conducted through the Department of Re- 
search to obtain from the members of the Association some timely 
information on this question. We have in our membership a fair 
cross section of American industry. Hence, with the cooperation 
of each member, we should be able to collect and publish, for the 
benefit of all, data pertinent to this important question. 

You are asked to send in to the Department of Research the fol- 
lowing data: 


1. Wage Level. What is the percentage of average hourly earn- 
ings of employees in September, 1931, to the earnings in Sep- 
tember, 1929? 

2. Number of Employees. Give number of employees at end of 
last pay week in September, 1931, and corresponding number 
in September, 1929. 

3. Average Employment. What was the average number of 
hours per week worked per employee in the last week in Sep- 
tember, 1929? Last week in September, 1931? 


“No confidential information is requested; for example, wage 
rates are not asked to be disclosed. Moreover, it is not necessary 
to indicate the name of the company furnishing the information. 


729 


+) 
4 


N. A. C. A. Bulletin February 1, 1932 


The Department relies upon the members for the substantial cor- 
rectness of the figures.” 

It was further requested that the information be classified as 
follows: 


Industry. 


Classification. Subdivide employees into groups according to 
trade or occupation, in what you consider the most logical 
breakdown. The object is to obtain significant group totals 
by classes. Show as many classes as you think desirable. 
Avoid, if possible, putting dissimilar occupations in a group. 

Wage Level. Specify percentage of average hourly earnings, 
i.e., pay-rate, in effect last week in September, 1931, to cor- 
responding earnings in 1929. 

Number of Employees. Employees at end of last pay week in 
September, 1929, and September, 1931. 

Average Employees. Total employee hours worked, divided by 
number of employees for the last week in September, 1929, 
and September, 1931. 

The response was especially gratifying. Some three hundred 
replies were received, and they were so carefully made that it was 
possible in the final compilation to use 246 of them, covering 156,915 
employees in September, 1929, and 101,161 in September, 1931. 

It was not possible, however, to use the data given under the 
classification heading as defined above, as there was too great a 
lack of uniformity in classifying into groups. 

Schedule I shows a tabulation of the information received by 
major industry groups. The column headings are largely self- 
explanatory. The figures in columns 2 and 3 were taken directly 
from the reports. The figures in the other columns were obtained 
by calculation after giving weight to the number of employees in- 
volved. In no respect are any of the figures shown “averages of 
averages.” From this schedule the following are the facts for all 
of the reporting companies as a whole: 

1. Wage rates were reduced 5.6% (col. 4). 

2. Working hours per week fell off 20.9% (col. 5). 

3. Rate of income of those employed in 1931 fell off 25.3 (col. 6). 

4. Number of people employed decreased 29.8% (col. 7). 
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5. Total of wages paid by the reporting companies decreased 
47.5% (col. 8). 
The facts for each group may be read similarly. - 
Schedule I-a shows a subdivision of groups 11, 13 and 14 on 
Schedule I in sub-groups where a sufficient number of concerns 
or of employees appeared in the sub-groups to give representative 
figures. 
Schedule II repeats the information given in Schedule I by 
major geographical districts. 

Schedule III summarizes the information by States and major 
geographical districts. 

Schedule IV shows employment and group income by wage level 
groups. 

If wages and costs of living are always in the same proportion 
it does not make any difference to wage earners, as far as current 
living conditions are concerned, what their wage level is. Of course, 
this does not apply to those whose income depends on fixed inter- 
est bearing sources such as bonds, mortgages, annuities, etc. How- 
ever, when major changes in wage levels and cost of living do oc- 
cur, there never is any uniformity, with the result that more 
groups are injured than benefited, and consequently, dissatisfac- 
tion and unrest develop. 

There has been a general feeling that wages have not been de- 
creased in proportion to the cost of living and other factors. Tech- 
nically, this is correct, and is borne out by the following statistics 
taken from data in the “Survey of Current Business” published 
by the Department of Commerce. 


Decrease in Percent in 
Sept., 1931 from Sept., 1929 
Wage Rate N. A. C. A. Survey ................ 5.6 
Wholesale Prices—550 Commodities ............ 29.1 
Wholesale Prices—Farm Products .............. 43-1 
Wholesale Prices—Foods 29.3 
Wholesale Prices—except Farm and Food ....... 22.5 
Wholesale Prices—Raw Materials .............. 36.7 sf 
Dun’s Wholesale Price Index .............-.4.: 29.0 
Bradstreet’s Wholesale Price Index ............ 34-7 
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Decrease in Percent in 
Sept., 1931 from Sept., 1929 
Group Payrolls 

.Cost of Living—All Groups 15.0 


Farm Prices—Weighted by quantities marketed... 49. 

A comparison such as given above, with no other data, leads to 
an erroneous conclusion that wages have not been deflated in pro- 
portion to cost of living. Taking into consideration, however, the 
shorter working week, together with the reduction in wages, it 
is seen (column 6 in all tabulations) that those who are working in 
the plants included in this survey were receiving 25.3% less weekly 
wage in September, 1931 than they were in September, 1929. 

But, in order to get the full effect of decrease in income, it is 
necessary to take into consideration the fewer number of people 
receiving income from these plants, and column 8 of all tabula- 
tions shows the decrease in total wages paid by the 246 companies 
included in this survey. The figures in this column show that those 
dependent on these companies for their livelihood received 47.5% 
less income in September, 1931 than they did in September, 1929. 

If it is reasonable to assume that the decrease of 49% in the 
weighted index of farm prices fairly measures the decrease in 
income of the a <.age farmer, then it may be stated that industrial 
wages are not rar out of line as compared with agricultural incomes. 

This survey only covers 246 plants with 156,915 employees in 
September, 1929. Possibly only those plants which were better 
managed than the average replied to the inquiry, although this 
point may not have any bearing on whether the plants included 
reduced wages more or less than those who did not reply. Figures 
published by the Federal Reserve Board, which include companies 
with 6,600,000 employees in 1927, estimated to be 78% of all in- 
dustrial employees in the United States, show a payroll decrease 
of 46.7% from September, 1929 to September, 1931, as compared 
with the N. A. C. A. figures of 47.5%. Therefore, the N. A.C. A. 
figures may be accepted as reasonably accurate. 
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Of course, there is a wide divergence between lines. If the 
average income received by farmers and industrial workers as a 
class may be considered to be between 45 and 50% less than in 
September, 1929, then the following lines may be considered as 
not yet proportionately deflated. 


Percent Decrease in 
Group Income 
Food 15.0 
Printing 22.6 
Paper 25.9 
Leather Products 33-4 
Stone, Clay, Glass 7.7 
Chemicals 27.0 
Rubber Products 38.4 
and the following have had to bear too heavy a burden 
Machinery 62.9 
Forest Products 57.8 
Transportation 54-6 
Non-Ferrous Metals 54.8 


Of the above list, all figures check very closely with the Federal 
Reserve Board figures, except the Cement, Stone, Clay, Glass 
Group, which they show to have a decrease of 49.5%. Therefore, 
it is fair to infer that the eight companies reporting in the N. A. 
C. A. inquiry have taken the suggestions offered by the members 
of the N. A.C. A. in their employ and applied them so intelligently 
that they have been able to maintain wage payments 90% more 
effectively than the others in the group who did not have such an 
advantage. 

Schedule I-a, which gives some supporting figures for certain 
groups, shows some wide divergences. The Forging group rep- 
resented has done very well, while the Agricultural Implement, 
Foundry, and Machine Tool groups have suffered. In making 
subdivisions of what is at best a small number in a group, there 
is always danger of a distortion because of abnormal situations ; 
therefore, these figures should be used with care. 

For those interested in a geographical distribution of the groups 
given in Schedule I, Schedule II is presented. Here, again, care 
must be exercised in reading the figures, as the number of companies 
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in each sub-group is necessarily quite small and external factors 
may cause distortion in some items. 

For ease in making comparisons of Group Payrolls by geo- 
graphical districts, Schedule Il-a is offered for what it is worth. 
Without detailed information, which is not available, the variances 
cannot be explained. 

There is quite a difference in various states as shown on Schedule 
III. New England has had the reputation of suffering less from 
the depression than other manufacturing districts, and this is 
borne out by the figures, although not to the extent which one 
might believe. If the figures which are available are indicative 
of average conditions, Hawaii, Kentucky, California, and Indiana 
have the most favorable conditions for their wage earners in the 
order named. 

One of the theories which has been advanced is that if wages 
were reduced, costs would go down, goods would be sold, pro- 
duction would increase, and the wage earner would get more than 
enough work to compensate for his loss of income. Schedule IV 
gives some data on this subject and discloses some interesting re- 
lationships. Columns 2 and 3 show that the median wage cut is 
in the 90% —94%level. In that group the working hours in Sep- 
tember, 1931, as compared with September, 1929 were 79.8% 
and the number employed 66.1%. Every group which received 
a larger rate of cut worked a smaller percentage of hours and 
every group but one which had a smaller rate of cut worked 
a greater percentage of hours, and the single exception was 
but a little smaller. The difference in working time of those 
whose rate was cut 10% or less and those whose rate was cut 
more than 10% is very marked. Therefore, the income level of 
those who had greater rate decreases suffered much more than in 
proportion to the decrease. 

Also, those companies who decreased wages the most, had to 
lay off the most men, so that instead of wage cuts stimulating 
business, the contrary condition seems to have obtained and the 
group payroll figures are most startling in their import. Where 
wages were cut to 75% or less, payrolls were only 29.2%. Where 
wages were increased to between 105% and 109%, payrolls were 
68.8%. It would be an interesting and valuable contribution to 
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economics if more data along this line could be developed over 
a period of time. It is doubtful if the data presented here on 
this point are conclusive, as they are not as complete as would be 
desired, and an insufficient period of time is covered to indicate 
conclusively the relationship between cause and effect. It certainly 
is true that at the present time the low group payrolls shown are 
the result of poor business and that there may not have been a 
sufficient time or the proper accompanying conditions for low pay- 
rolls to result in low costs which would stimulate sales. 

A comparison between the income of industrial wage earners as 
a group and farm income has been made. A few others are avail- 
able for the same period. 


Number of 
Employers Payrolls 
Percent ercent 

N.A.C.A. Survey Factory Employment ....70.2 52.5 
Federal Reserve Board Factory Employment 70.8 55:3 
Bituminous Mining 82.6 54-4 
Power, Light and Water ............... 89.8 88.6 
Telephone and Telegraph .............- 82.9 91.9 


Federal Employees in Washington.........119.0 


It appears, therefore, that factory workers have already had a 
decrease in employment and a reduction in group income compar- 
able with agriculturalists and greater than any other group listed 
above, with the possible exception of bituminous miners. Statis- 
tics on employment and payrolls of railroads are not available, but 
it is doubtful if they compare with those for factory workers. 

In the month of November factory payrolls decreased about 5% 
more. Mining payrolls increased, as would be expected due to 
seasonal trends, utility payrolls decreased about 1.5% and retail 
employment increased nearly 2%. 

In this analysis emphasis has been placed on total payrolls rather 
than on rates, as they indicate the income available for groups of 
individuals and in times of depression the volume of money avail- 
able to be put in circulation by groups as a whole is of more eco- 
nomic significance than individual rates. 
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In the preparation of the tables required to be compiled from 
the replies to this inquiry, it was necessary to make quite a number 
of extensions and to tabulate the statistics in various arrangements. 
Although there are only 246 companies involved, about 1,000 sepa- 
rate returns had to be handled, because the inquiry requested the 
data sub-divided by classes of employees. Five extensions had 
to be made for each return, for each table. When the extensions 
were completed, tabulating cards were cut, and the data were 
sorted and tabulated seven or eight different ways. 

We wish to acknowledge our appreciation of the helpful as- 
sistance voluntarily rendered in carrying through the task, by Miss 
F. Muriel Ranson, Inventory Specialist, Empire State Building, 
New York City, who assigned the comptometer operators from her 
organization for the calculations, and to the staff of the Interna- 
tional Business Machines Corporation, 310 Fifth Avenue, New 
York City, which made the tabulations on its 80 column tabulating 
equipment under the direction of Mr. G. B. Heddendorf, Special 
Representative of the company. 


INTER-RELATIONSHIPS OF WAGE INCENTIVES, 
STANDARD COSTS AND BUDGETARY CONTROL 


By C. W. Walkley, Chief Accountant, Lapp Insulator Co., 
Leroy, N. Y. 


Wage Incentives, Standard Costs and Budgetary Control have 
received a great deal of attention by writers and speakers on busi- 
ness subjects during recent years and much valuable material has 
been published. Necessarily, much of this material has treated 
these subjects from the standpoint of their installation and opera- 
tion. In this paper an attempt will be made to present the subjects 
from the viewpoint of the major executives, or, in other words, on 
the basis of their effect upon net profit. The ultimate goal of all 
business is net profit. When suggestions are made to the major 
executives for changing systems or introducing new methods, their 
first question naturally is, “What will be the effect upon net profit ?” 
The rapid increase in the use of these control methods in business 
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during the past few years indicates a markedly favorable effect 
upon net profit. 

The extensive program of distributing information concerning 
the application and operation of these methods has resulted in a 
wide increase in their adoption. However, in many instances, this 
adoption has been directed to only a partial solution of the prob- 
lems involved. There are many Wage Incentive plans in effect in 
plants which do not use Standard Costs nor Budgetary Control. 
There are Standard Cost plans which are used without Wage 
Incentives ; and Budgetary Control is practiced without the related 
practices of Wage Incentives and Standard Costs. These isolated 
applications unquestionably represent a definite step forward in 
the attempt to secure a greater control over the results obtained in 
the operations of the business, but emphasis should be made of the 
fact that intelligent installation and coordination of the other two 
related methods would not only extend the control over factory 
operations, but would increase the value of the existing plan. G. 
Charter Harrison, in his book, “Standard Costs,” stresses the im- 
portance of an effective Wage Incentive Plan as a basis for using 
Standard Costs. 

The application of Wage Incentive Plans has been extensive in 
recent years. That the fundamental purpose of offering the 
workers an increase in pay for an increase in effort resulting in 
increased output is successful is evidenced by the large number of 
industrial engineering firms who make installations of Wage Incen- 
tive Plans as well as by the startling results reported by them. 

A great majority of the Wage Incentive Plans in effect in indus- 
try are well adapted for the application of Standard Costs. The 
effect of all Wage Incentive Plans is to stabilize unit labor costs 
for each operation. In some plans the unit labor cost of an opera- 
tion for a part is fixed when the standard is set. The employer 
does not benefit by savings on direct labor due to increased pro- 
duction, but is rewarded by a lower unit overhead expense when 
production exceeds the capacity of the department or plant which 
could be attained without a Wage Incentive Plan. In the opera- 
tion of other Plans, the employer participates in the savings on 
direct labor due to increased production resulting in a declining 
unit labor cost of an operation as well as a declining unit overhead 
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expense. Under the first plan the unit direct labor cost is fixed 
when the standard for an operation on a part is set and varies from 
that fixed position only in cases where the workers fail to make 
the standard. Under the second plan the unit direct labor cost is 
stabilized when the standard for an operation on a part is set, with 
a tendency to decline as production by the workers increases, and 
will rise only when the workers fail to make standard production. 
With either of these two effects on the unit direct labor cost, and 
especially with the former, an ideal basis for Standard Costs is 
offered. 

Standard Costs involve establishing norms or model figures based 
on past experience representing, in the judgment of the manage- 
ment, the cost at which each unit of product should be produced. 
The amounts by which the actual costs differ from these established 
estimates and the reasons for the differences are indicators of the 
weak places in the business or of incorrect estimates. In the ma- 
jority of industries unit direct labor costs are much more difficult 
to stabilize than are either unit direct material costs or unit over- 
head costs. When unit direct labor costs are stabilized by an ef- 
fective Wage Incentive Plan, those unit labor costs as determined 
by the standards set are the standard labor costs for those opera- 
tions on those parts. This results in a standard direct labor cost 
for each operation on each part produced. By building up the 
operation costs for each part in a unit, a standard direct labor 
cost for the complete unit is obtained. The production for any 
period by units, multiplied by the standard direct labor cost of 
each unit, gives the total direct labor cost for the period at standard 
labor costs. ‘The difference between this total-at standard and the 
actual total for the period is accounted for regularly, which makes 
possible improvements in manufacturing methods or revision of 
standards. 

The effect of this reliance on individual standard direct labor 
costs is to eliminate the need for detailed clerical accumulation of 
labor costs on product based on time spent on the product as re- 
ported on the time sheets. Wages are paid to the workers on a 
basis of quantities produced instead of time spent, therefore it is 
logical to interpret these wages based on quantities into labor cost 
per unit. Actual direct labor costs by departments are checked 
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against standard direct labor costs for each department based on its 
production so that the actual expenditures for departmental labor 
are always under control. Asa matter of fact, there should be only 
a slight variance between these two totals. 

As a result of a Wage Incentive Plan unit direct labor costs 
have become relatively fixed. Aside from the slight fluctuations 
due to varying rates of production by the workers, these unit direct 
labor costs will not change until the standards by which they are 
determined are changed. The use of these labor costs in Standard 
Costs eliminates the importance of a close watch on actual labor 
costs as determined by time spent on jobs. Quantities produced 
by departments now take first place in clerical records of produc- 
tion. This is of vital importance in industries which experience 
losses during the manufacturing process which are not due to 
faulty workmanship, and in which this loss ratio is more import- 
ant in determining unit manufacturing cost than the direct labor 
and material combined. These records of production and losses 
are necessary in such industries in order to determine a normal 
loss ratio for each class of product which must be used in obtain- 
ing a final standard cost per good salable unit. They also bring 
to light products having excessive loss ratios and show the results 
of efforts to correct them. 

The use of Standard Costs for direct materials in many instances 
is simpler than their use for direct labor because of the natural 
tendency for material prices to remain fairly constant. The results 
of this application are equally valuable because by the use of Stand- 
ard Costs it is possible to secure data which show the variations 
from the established estimate of material costs, material used in 
production, and waste of material in production. 

Many concerns use methods of cost estimating for individual 
groups of operations throughout their factory which represent 
essentially Standard Cost installations although not called by that 
name. Yet these concerns fail to realize the advantages of greater 
control of the results of operations and of putting clerical work 
where the greatest benefits will be obtained, which are derived from 
a general application of Standard Costs. 

Standard Costs are closely linked with Budgetary Control. Their 
close relationship is especially marked in the consideration of 
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overhead expense. In the use of Standard Costs it is necessary 
to arrive at a standard rate of overhead for distribution to the 
product. The logical manner of determining this rate is to esti- 
mate the normal overhead expense of a production unit for a period 
and apply it over the anticipated production of that production 
unit. The operations of estimating the expense and the production 
of the unit for any period is called budgeting. By applying this 
expense to the production an expense rate per unit of product is 
obtained which is termed Standard Cost. 

A complete Budgetary Control plan would include an advance 
estimate or budget of the results to be obtained during a given 
period from all activities of the business and of the costs of those 
results. The net effect of such a plan is to predict the net profit 
for the period in advance, and, if the results as shown by the esti- 
mate are not satisfactory, to enable the management to make ad- 
vance attempts to improve them. 

The advantages of Budgetary Control include that mentioned 
above—of offering an opportunity to anticipate unsatisfactory re- 
sults of future operations and therefore take steps for their correc- 
tion. Another benefit suggested is that a definite incentive is set up 
for foremen and department heads similar in effect to the incentive 
for the factory workers on Wage Incentives. Another advantage 
of a definite practical value is the fact that under a Budgetary Con- 
trol Plan the estimated indirect expenses of a department are so 
fixed in relation to the anticipated production of that department 
and similarly for the business as a whole, that a profit will result. 
The foremen and other department heads are in close contact with 
the rate of production of their departments. The Budget Plan 
gives them a definite standard for their indirect expenses. It also 
gives the management a close control over the indirect expenses of 
the entire business. In a period of lessened production activity 
such as has been recently experienced and is still in effect in many 
industries, this one method of control may spell the difference 
between profit and loss for a business. It is an accepted fact that 
indirect expenses do not decline with declining rates of production 
activity unless strenuous efforts are applied. 

A well prepared Budget Plan is an excellent basis for the de- 
velopment of an incentive plan for managers and executives. Many 
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and varied attempts have been made to place managers and execu- 
tives on a profit sharing basis which will accurately reflect the 
individual’s contribution to the net profit of the business and at 
the same time furnish incentive for each one to make a maximum 
effort at his job. Under a Budget Plan the results together with 
the cost of those results of each department are determined in 
advance. The degree with which the actual attainments of each 
department conform to the requirements of the budget determines 
the eligibility of that department head to participate in a bonus or 
profit distribution. It should be borne in mind that the accomplish- 
ment of results alone is not sufficient. The results must be attained 
at a cost which is in conformity with the expectations of the 
Budget Plan. The principle of such an incentive plan for man- 
agers and executives is essentially the same as the Wage Incentive 
Plan in the factory. An opportunity is offered to the heads of de- 
partments to put additional ability and effort into their work and 
thereby earn a reward. From their standpoint, as they increase 
their contribution to net profit their bonus increases and from the 
standpoint of the stockholders of the company, bonus payments 
represent recognition of additions to net profit and as such are a 
good investment on their part. 

With the knowledge of results obtained from existing installa- 
tions of these methods of control in the form of increased profits, 
it should be a decided reassurance to major executives in the face 
of increased competition, declining prices, and lack of orders to 
know that an intelligent and coordinated application of Wage In- 
centives, Standard Costs and Budgetary Control will make an im- 
portant contribution to that ultimate goal of all business—net 
profit. 
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